May 23, 2000
R-19J
Henry N ckel
Counsel for the Detroit Edi son Conpany
Hunton & WI I ians
1900 K Street, N W
Washi ngton D.C. 20006- 1109

Dear M. N ckel:

| amresponding to your request on behalf of the Detroit Edison
Conmpany for an applicability determ nation regarding the proposed
repl acenent and reconfiguration of the high pressure section of
two steamturbines at the conpany’ s Monroe Power Plant, referred
to as the Dense Pack project. Specifically, you requested that
the United States Environnmental Protection Agency (EPA) determ ne
whet her the Dense Pack project at the Monroe Power Plant woul d be
considered a major nodification that would subject the project to
pol lution control requirenents under the Prevention of
Significant Deterioration (PSD) program

We have reviewed your original request, dated June 8, 1999, and

t he suppl enental information you submtted on Decenber 10, 1999,
and March 16, 2000. W provisionally conclude that the Dense
Pack project would not be a major nodification. Thus, Detroit
Edi son may proceed with the project without first obtaining a PSD
permt. Although the Dense Pack project would constitute a
nonrouti ne physical change to the facility that m ght well result
in a significant increase in air pollution, Detroit Edison
asserts that emssions will not in fact increase due to the
construction activity, and EPA has no information to di spute that
assertion.

As you know, nonroutine changes of any type, purpose, or

magni tude at an electric utility steamgenerating unit -- ranging
fromprojects to increase production efficiency to even the
conpl ete replacenent of entire major conponents -- are excl uded

from PSD coverage as long as they do not significantly increase
em ssions fromthe source. Thus, Detroit Edison has been free to
proceed at any tinme with the Dense Pack project w thout first
obtaining a PSD permt as long as it adheres to its stated
intention to not increase enm ssions as a result of the project.

| ndeed, EPA encourages the conpany to proceed with the project on
this basis, since it appears to both reduce em ssions per unit of
out put and not increase actual air pollution.



As you are al so aware, under the applicable new source review
regul ations, in determning if a physical change will result in a
significant em ssions increase at an electric utility plant,
conpani es nmay use an “actual” to “representative actual annual
em ssions” test for emssions fromthe electric utility steam
generating unit, under which a cal cul ati on of baseline em ssions
and a projection of future em ssions after the change is needed.
Qur determ nation of nonapplicability is provisional because
Detroit Edison has not, to our know edge, provided a calculation
of baseline em ssions or projected future em ssions to the
permtting agency, and this should be done prior to the start of
construction. The basis for this determnation is sunmarized
bel ow and is set forth in full in the enclosed detail ed anal ysis.

In determ ning whether an activity triggers PSD, the Clean Air
Act and EPA' s regul ations specify a two-step test. The first
step is to determine if such activity is a physical or

operational change, and if it is, the second step is to determ ne
whet her emissions will increase because of the change. The
statute admts of no exception fromits sweeping scope, but EPA s
regul ati ons contain sone narrow exceptions to the definition of
physi cal or operational change. |In particular, Detroit Edison
clainms that the Dense Pack project is eligible for the exclusion
for routine maintenance, repair, and replacenent. The

determ nati on of whether a proposed physical change is “routine”
is a case-specific determ nation which takes into consideration
the nature, extent, purpose, frequency, and cost of the work, as
wel |l as other relevant factors. After carefully review ng al

the information you submtted in light of the relevant factors,
EPA has determ ned that the proposed project is not “routine.”

The purpose of the Dense Pack project, to significantly enhance
the present efficiency of the high pressure section of the steam
turbine, signifies that the project is not routine. An upgrade
of this nature is markedly different fromthe frequent,

I nexpensi ve, necessary, and increnental maintenance and

repl acenent of deteriorated blades that is commonly practiced in
the utility industry. For instance, past bl ade mai ntenance and
replacenent of only the deteriorated blades at Detroit Edi son has
never increased efficiency over the original design.

Accordi ngly, because increasing turbine efficiency by a total
redesign of a major conponent is a defining feature of the
proposed Dense Pack project, it clearly goes significantly beyond
both historic turbine work at Detroit Edison, and what would

ot herwi se be considered a regular, customary, or standard
undertaki ng for the purpose of maintaining the existing steam
turbine units. The project also goes well beyond routine turbine
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mai nt enance, repair, and replacenent activities for the utility
i ndustry in general.

The nature and extent of the work in question -- replacenent of
the entire high pressure sections of the steamturbines for Units
1 and 4 at Monroe -- suggests that the Dense Pack project is not
routine. It would result in greater efficiency above the |evel
that can be reached by sinply replacing deteriorated blades with
ones of the sane design and, in addition, will substantially

i ncrease efficiency over the original design. Specifically, the
Dense Pack upgrade would not only restore the 7 percent of the
efficiency rating | ost over the years at each unit but would
inprove the unit’s efficiency by an additional 5 percent over its
original design capacity. Accordingly, the proposed project
represents a significant and maj or redesign and repl acenent of
the entire high pressure sections of the steamturbines at Units
1 and 4 at the Monroe facility.

The frequency with which utilities have undertaken turbine
upgrades |i ke the Dense Pack project also indicates the
nonroutine nature of the changes. The information provided by
Detroit Edison, regarding past history at the Monroe facility,
describes what is characterized as necessary maintenance, repair,
and repl acenent of deteriorated turbine bl ades approxi mately
every 4 years. During these overhaul periods, it is not uncommon
for the conpany to replace up to several turbine blades at one
time. It is comon anong other utilities to also performsimlar
tur bi ne mai ntenance. However, Detroit Edi son has not provided
any information to suggest that a conplete replacenent and
redesi gn of the high pressure section of a steamturbine is
conducted frequently at Monroe or at any other individual
utility. Instead, Detroit Edison relies on its claimthat
projects “simlar” to the Dense Pack project have been perforned
at a nunber of utilities. This information does not indicate
that the replacenment of the high pressure section of the steam
turbine is frequent at the typical utility source; to the
contrary, the only available information reflects that projects
i ke the Dense Pack project have been perfornmed only one time, if
ever, at individual sources.

The cost of the Dense Pack project is significant and tends to
indicate that this project is nonroutine. Detroit Edison expects
t he Dense Pack repl acenent to cost approximately $6 mllion for
each turbine unit, for a total of $12 million. The EPA has
rejected clainms of routineness in past cases where the cost was
substantially less than this figure. Mreover, Detroit Edison
intends to capitalize the entire cost of this project, and EPA
believes that a $12 million project that is 100 percent capital

i nprovenent indicates that it is a major undertaking.
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Beyond the clearly significant absolute cost of this project,
avai l abl e informati on suggests that this expenditure far exceeds
the cost typically associated with turbine blade mai ntenance
activity. Detroit Edison provided only a summary of the tota
project costs for past maintenance and inspections at the
facility, the total costs of which ranged fromless than

$1 mllion to alittle nore than $6 mllion. Although Detroit
Edi son did not provide any detail regarding what specific
activities conprise these aggregated anounts, it acknow edges
that it spent only $18, 700, $33,100, and $7,900 to replace high-
pressure rotors in three turbine projects in 1981 and 1982.
Further, the project is significantly nore costly than sinply
repl aci ng deteriorated bl ades today; Detroit Edi son acknow edges
that the Dense Pack upgrade would cost three tinmes nore than its
alternative blade repair and replacenent project. Accordingly,
it appears that the costs associated wth the Dense Pack project
greatly exceed the anobunts spent previously by Detroit Edison or
that it would spend presently for the replacenment of deteriorated
tur bi ne bl ades or rotors.

For the reasons delineated above, we conclude that the changes
proposed by Detroit Edison are not routine. Detroit Edison s
subm ssions do not denonstrate that projects such as the Dense
Pack project are frequent, inexpensive, or done for the purpose
of maintaining the facility in its present condition. |nstead,
the source relies on two principal argunents: (1) it clains that
this project is less significant in scope than was the activity
in question in the 1988 applicability determ nation for the

W sconsin Electric Power Conpany (WEPCO); and (2) it alleges that
EPA has interpreted the exclusion for routine activity
expansively to exenpt all projects that do not increase a unit’s
em ssion rate. EPA rejects both of these argunents, the fornmer
because both EPA and the U S. Court of Appeals for the Seventh
Crcuit viewed WEPCO s activity as “far fronmf routine and thus
this attenpted conparison to WEPCO i s unsuitable, and the latter
because it is denonstrably incorrect. The attached anal ysis
addresses these points in significant detail.

When nonrouti ne physical or operational changes significantly

i ncrease em ssions to the atnosphere, they are properly
characterized as major nodifications and are subject to the PSD
program I n general, a physical change in the nature of the
Dense Pack project, which provides for the nore econom cal
production of electricity, would be expected to result in the
increased utilization of the affected units, and thus, increased
em ssions. Notw thstanding the fact the Monroe units may be high
on the dispatch order, the Dense Pack project would allow Detroit
Edi son to produce electricity nore cheaply per unit of output,
thereby creating an incentive to run Units 1 and 4 above current
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|l evels. Even a small increase over current normal levels in the
utilization of the affected units would result in a significant
increase in actual em ssions of criteria pollutants. For
exanple, in 1997, at the Monroe facility Unit 1 emtted

approxi mately 14,000 tons of nitrogen oxides (NQ) and 41, 000
tons of sulfur dioxide (SO), and Unit 2 emtted 12,000 tons of
NQ, and 35,000 tons of SO,. Based on this information, if a one
to five percent increase in operation were to result fromthe
Dense Pack project, increases on the order of 160-800 tons of NQ
and 400- 2000 tons of SO, woul d occur.

Detroit Edi son, however, maintains that em ssions wll not
increase as a result of the Dense Pack project. Specifically,

t he conpany contends that representative actual annual em ssions
foll ow ng the change will not be greater than its pre-change
actual em ssions, because the Dense Pack upgrade will not result
in increased utilization of the units. As you are aware, the PSD
regul ati ons (under the provisions comonly known as the “WEPCO
rule”) allow a source undertaking a nonroutine change that could
affect em ssions at an electric utility steamgenerating unit to
lawfully avoid the nmajor source permtting process by using the
unit’s representative actual annual em ssions to cal cul ate

em ssions follow ng the change if the source submts information
for 5 years follow ng the change to confirmits pre-change
projection. In projecting post-change em ssions, Detroit Edison
does not have to include that portion of the unit’s em ssions
whi ch coul d have been accommbdat ed before the change and is
unrel ated to the change, such as demand grow h.

Under the WEPCO rul e, Detroit Edison nust conpute baseline actua
em ssions and nust project the future actual em ssions fromthe
nodi fied unit for the 2-year period after the physical change (or
anot her 2-year period that is nore representative of normal
operation in the unit’s nodified state). As noted above, Detroit
Edi son has not provided these figures to verify its projection of
no increase in actual em ssions, and should submt themto the

M chi gan Departnent of Environmental Quality prior to beginning
construction. In addition, Detroit Edison nmust maintain and
submt to the permtting agency on an annual basis for a period
of at least 5 years (or a longer period not to exceed 10 years,
if such a period is nore representative of the nodified unit’s
nor mal post-change operations) fromthe date the units at the
Monroe Pl ant resunme regul ar operation, information denonstrating
that the renovation did not result in a significant em ssions
increase. |If Detroit Edison fails to conply with the reporting
requi renents of the WEPCO rule or if the submtted information

i ndi cates that em ssions have increased as a consequence of the
change, it wll be required to obtain a PSD permt for the Dense
Pack project.
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Finally, regardless of whether PSD reviewis triggered due to the
Dense Pack project, Detroit Edison nust neet all other applicable
federal, state, and local air pollution requirenents.

This determnation will be final in 30 days unless, during that
time, Detroit Edison seeks to confer with or appeal to the

Adm ni strator or her designee regarding it. |If you have any
gquestions regarding this determ nation, please contact

Laura Hartman, Environnental Engi neer, at (312) 353-5703, or
Jane Wool uns, Associ ate Regi onal Counsel, at (312) 886-6720.

Si ncerely,
/sl

Francis X. Lyons
Regi onal Adm ni strat or

Encl osur e



CC:

Pet er Marquardt, Esq., Special Counsel

Detroit Edi son Conpany
2000 Second Avenue - 688 WCB
Detroit, M chigan 48336

Russel |l Harding, D rector
M chi gan Departnent of Environnent al

Quality



